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CHAPTER 53

DETERMINATION OF NET INCOME
[Prior to 12/17/86, Revenue Department[730]]

701—53.1(422) Computation of net income for corporationdNet income for state purposes shall
mean federal taxable income, before deduction for net operating losses, as properly computed unde
the Internal Revenue Code, and shall include the adjustments in 53.2(422) to 53.13(422) and
53.17(422) to 53.24(422). The remaining provisions of this rule and 53.14(422) to 53.16(422) shall
also be applicable in determining net income.

In the case of a corporation which is a member of an affiliated group of corporations filing a consoli-
dated income tax return for the taxable year for federal income tax putpatsfes a separate return
for state purposes, taxable income as properly computed for federal purposes is determined as if th
corporation had filed a separate return for federal income tax purposes for the taxable year and eac
preceding taxable year for which it was a member of an affiliated group. For purposes of this para-
graph, the taxpayer’s separate taxable income shall be determined as if the election provided by Sec
tion 243(b)(2) of the Internal Revenue Code had been in effect for all those years.

When a federal short period return is filed and the federal taxable income is required to be adjustec
to an annual basis, the lowa taxable income shall also be adjusted to an annual basis. The tax liabilit
for a short period is computed by multiplying the taxable income for the short period by 12 and dividing
the result by the number of months in the short period. The tax is determined on the resulting total as i
it were the taxable income, and the tax computed is divided by 12 and multiplied by the number of
months inthe short period. This adjustment shall apply only to income attributable to business carried
on within the state of lowa.

This rule is intended to implement lowa Code section 422.35.

701—53.2(422)Net operating loss carrybacks and carryoversin years beginning after December
31, 1954, net operating losses shall be allowed or allowable for lowa corporation income tax purposes
to the same extent they are allowed or allowable for federal corporation income tax purposes for the
same period, provided the following adjustments are made:

53.2(1) Additions to income.

a. Refunds of federal income taxes due to net operating loss and investment credit carrybacks o
carryovers shall be reflected in the following manner:

(1) Accrual basis taxpayers shall accrue refunds of federal income taxes to the year in which the
net operating loss occurs.

(2) Cash basis taxpayers shall reflect refunds of federal income taxes in the return for the year in
which the refunds are received.

b. lowa income tax deducted on the federal return for the loss year shall be reflected as an addi-
tion to income in the year of the loss.

c. Interest and dividends received in the year of the loss on federally tax-exempt securities shall
be reflected as additions to income in the year of the loss.

53.2(2) Reductions of income.

a. Federaincome tax paid or accrued during the year of the net operating loss shall be reflected to
the extent allowed by law as an additional deduction in the year of the loss.

b. lowaincome tax refunds reported as income for federal return purposes in the loss year shall be
reflected as reductions of income in the year of the loss.

c. Interestand dividends received from federal securities during the loss year shall be reflected in
the year of the loss as a reduction of income.
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53.2(3) If a corporation does business both within and without lowa, it shall make adjustments re-
flecting the apportionment and allocation of its operating loss on the basis of business done within and
without the state of lowa after completing the provisions of subrules 53.2(1) and 53.2(2).

a. After making the adjustments to federal taxable income as provided in 53.2(1) and 53.2(2), the
total net allocable income or loss shall be added to or deducted from, as the case may be, the net federal
income or loss as adjusted for lowa tax purposes. The resulting income or loss so determined shall be
subject to apportionment as provided in rules 701—54.5(422), 54.6(422) and 54.7(422). The appor-
tioned income or loss shall be added or deducted, as the case may be, to the amount of net allocable
income or loss properly attributable to lowa. This amount is the taxable income or net operating loss
attributable to lowa for that year.

b. The net operating loss attributable to lowa, as determined in rule 53.2(422), shall be subject to
a 3-year carryback and a 15-year carryover provision. This loss shall be carried back or over to the
applicableyear as a reduction or part of a reduction of the net income attributable to lowa for that year.
However, an lowa net operating loss shall not be carried back to a year in which the taxpayer was not
doing business in lowa. If the election under Section 172(b)(3) of the Internal Revenue Code is made,
the lowa net operating loss shall be carried forward 15 taxable years. A copy of the federal election
made under Section 172(b)(3) of the Internal Revenue Code must be attached to the lowa corporation
income tax return filed with the department.

c. Fortax years beginning after August 5, 1997, a net operating loss attributable to lowa, as deter-
mined in rule 701—53.2(422), incurred in a presidentially declared disaster area by a corporation en-
gaged in amall business or in the trade or business of farming must be carried back 3 taxable years and
carried forward 20 taxable years. All other net operating losses attributable to lowa must be carried
back 2taxable years and carried forward 20 taxable years. This loss shall be carried back or over to the
applicableyear as a reduction or part of a reduction of the net income attributable to lowa for that year.
However, an lowa net operating loss shall not be carried back to a year in which the taxpayer was not
doing business in lowa. If the election under Section 172(b)(3) of the Internal Revenue Code is made,
the lowa net operating loss shall be carried forward 20 taxable years. A copy of the federal election
made under Section 172(b)(3) of the Internal Revenue Code must be attached to the lowa corporation
income tax return filed with the department.

d. For tax years beginning on or after January 1, 1998, for a taxpayer who is engaged in the trade
or business of farming as defined in Section 263A(e)(4) of the Internal Revenue Code and has a loss
from farming as defined in Section 172(b)(1)(F) of the Internal Revenue Code including modifications
prescribed byule by the director, the lowa loss from the trade or business of farming is a net operating
loss which may be carried back five taxable years prior to the taxable year of the loss. If the taxpayer
has elected for federal income tax purposes to carry a net operating loss from the trade or business of
farming back two years, the taxpayer must carry the lowa net operatitfigofogbe trade or business
of farming back two years. However, an lowa net operating loss shall not be carried back to a year in
which the taxpayer was not doing business in lowa.

Whenthe taxpayer carries on more than one trade or business within a corporate shell or files a con-
solidated lowa corporation income tax return, the income or loss from each trade or business must be
combined taletermine the amount of net operating loss that exists and whether it is a net operating loss
from the trade or business of farming.

ExampLE 1. The taxpayer carries on the trade or business of farming and also the trade or business of
trucking for entities outside the corporate shell. For the tax year, the taxpayer had a net operating loss
from farming of $25,000 and net income from trucking of $10,000 fet aperating loss for the year
of $15,000 which is a net operating loss from the trade or business of farming which may be carried
back 5 tax years and forward 20 tax years.
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ExampLE 2. The taxpayer carries on the trade or business of farming and the trade or business o
construction. For the tax year, the taxpayer had income from farming of $12,000 and a net operating
lossfrom construction of $45,000 for a net operating loss for the year of $33,000 which is a net operat-
ing loss from the trade or business of construction which may be carried back 2 tax years and forwarec
20 tax years.

ExampLE 3. The taxpayer carries on the trade or business of farming and the trade or business o
construction.During the tax year, the taxpayer had a net operating loss of $18,000 from farming and a
net operating loss of $9,000 from construction for a total net operating loss of $27,000. Of this net
operating loss, $18,000 is from farming and may be carried back 5 years and forward 20 years an
$9,000 is from construction and may be carried back 2 years and forward 20 years.

53.2(4) No part of a net operating loss for a year which the corporation was not subject to the im-
position of lowa corporation income tax shall be included in the lowa net operating loss deduction ap-
plicable toany year prior to or subsequent to the year of the loss. To be deductible, a net operating los:
must be sustained from that portion of the corporation’s trade or business carried on in lowa.

53.2(5) No part of a net operating loss may be carried back or carried forward if the carryback or
carryforward would be disallowed for federal income tax purposes under Sections 172(b)(1)(E) and
172(h) of the Internal Revenue Code. This provision is effective for tax years beginning on or after
January 1, 1989.

53.2(6) The carryover of lowa net operating losses after reorganizations gemnir limited to the
same extent as the carryover of a net operating loss is limited under the provisions of Sections 38:
through 386 of the Internal Revenue Code and regulations thereunder or any other section of the Intel
nal Revenue Code or regulations thereunder. Where the taxpayer files as a part of a consolidated ir
come tax return for federal income tax purposes, but a separate return for lowa income tax purpose:s
the limitation on an lowa net operating loss carryover must be determined as though a separate incom
tax return was filed for federal income tax purposes.

Thisrule is intended to implement lowa Code section 422.35 as amended by 1999 lowa Acts, chap-
ter 95.

701—53.3(422) Capital loss carryback.

53.3(1) Capital losses shall be allowed or allowable for lowa corporation income tax purposes to
the same extent they are allowed or allowable for federal corporation income tax purposes. Capital los;
carrybacks shall be treated as an adjustment to federal taxable income to arrive at net allocable ar
apportionable income.

a. For accrual-basis taxpayers the federal income tax refund shall not be accrued to the loss yea
but rather treated as a reduction in federal income tax paid in the carryback year.

b. Cash-basis taxpayers shall include the fedecalme tax refund in lowa taxable income in the
year received.
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c. Where the taxpayer files a separate lowa corporation income tax return but files as part of a
federal consolidated income tax return, the portion of the federal refund doagitehloss carryback
attributable to the taxpayer shall be calculated by computing the federal tax deduction in the carryback

year as follows:

Separate Company Income -

Separate Company Capital Consolidated

Loss Carryback x Federal Tax X 50%
Sum of the Incomes of Profit after Capital

Companies - Sum of Separate Loss Carryback

Company Capital Loss
Carrybacks to Profit
Companies

53.3(2) When the carryback year has both allocable and apportionable capital gains, the capital
loss carryback shall be applied pro rata on a percentage basis of the specific gain to the total gains.

ExamPLE: Assume a taxpayer has a 1973 capital loss carryback available of $2000. The loss would
be applied in the following manner:

1970 1970 1970
Total Capital Gain Allocable Gain Apportionable Gain
$16,000 $4,000 $12,000
Allocable gain —$4,000
Total capital gain —-$16,000 = V. or 25% of carryback

to allocable gain

1970 allocable capital gain after application of loss carryback:
$4,000 less ($2,000 25%) = $3,500 net allocable capital gain.

This rule is intended to implement lowa Code sections 422.35 and 422.37.

701—53.4(422) Net operating and capital loss carrybacks and carryoverH.the taxpayer has
both anet operating loss and a capital loss carryback to a prior tax year, the capital loss shall be carried
back first and then the new operating loss offset against any remaining income.

This rule is intended to implement lowa Code section 422.35.
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701—53.5(422)Interest and dividends from federal securities.See rule 701—40.2(422) for a dis-
cussion of the exempt status of interest and dividends from federal securities.
This rule is intended to implement lowa Code section 422.35.

701—53.6(422) Interest and dividends from foreign securities, and securities of state ahelir

political subdivisions. Interest and dividends from foreign securities and from securities of state and
their political subdivisions are to be included in lowa taxable income. Certain types of interest and
dividends because of specific exemption, are not includable in income for federal tax purposes. To the
extent such income has been excluded for federal income tax purposes, unless the item of income
specificallyexempted from state taxation by the laws or constitution of lowa or of the United States, it
must beadded to lowa taxable income. See rule 701—40.3(422) for a listing of obligations of the state
of lowa and its political subdivisions, the interest from which is exempt from lowa corporation income
tax. For the tax treatment of interest or dividends from regulated investment companies (mutual funds)
that invest in obligations of the type discussed in rule 701—40.3(422), see rule 701—40.52(422).

For tax years beginning on or after January 1, 1987, add dividends received from regulated invest:
ment companies exempt from federal tax under Section 852(b)(5) of the Internal Revenue Code anc
subtract the loss on the sale or exchange of a share of a regulated investment company held for s
months ofless to the extent the loss was disallowed under Section 852(b)(4)(B) of the Internal Revenue
Code.

For tax years beginning on or after January 1, 2001, add, to the extent not already included, income
from the sale of obligations of the state of lowa and its political subdivisions. Gains or losses from the
sale or other disposition of bonds issued by the state of lowa or its political subdivisions shall be in-
cluded in lowa taxable income unless the law authorizing these obligations specifically exempts the
income from the sale or other disposition from lowa corporation income tax.

Thisrule is intended to implement lowa Code section 422.35 as amended by 2001 lowa Acts, House
File 715.

701—53.7(422)Safe harbor leasesFor tax years ending after January 1, 1981, deductions in deter-

mining federal taxable income for sale-leaseback agreements taken as a result of the application c
Section 168(f)(8) of the Internal Revenue Code shall be added in determining lowa taxable income to
the extent such deductions cannot be taken under provisions of Sections 162, 163 and 167 of the Inte
nal Revenue Code. The lessor shall add depreciation and interest expense, and the lessee shall &
rental expense. When the deduction for depreciation is not allowed under a previous provision of this
rule, the lessee shall be allowed a deduction for depreciation on any property involved in a
sale-leaseback agreement. This depreciation shall be computed in accordance with Section 168(a) ¢
the Internal Revenue Code. Income received as a result of a sale-leaseback agreement shall be ¢
ducted in determining lowa taxable income. The lessee shall deduct interest income and the lessc
shalldeduct rent income. Each lessor and lessee corporation shall include a copy of federal Form 679
in its lowa corporation income tax return for the year in which a safe harbor lease is entered into.

This rule is intended to implement lowa Code section 422.35.
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701—53.8(422) Additions to federal taxable income.

53.8(1) Disallowance of private club expenseRescinded IAB 11/24/04, effective 12/29/04.

53.8(2) Percentagalepletion. For tax years beginning on or after January 1, 1986, add the amount
that percentage depletion of an oil, gas, or geothermal well computed under Section 613 of the Internal
Revenue Code is in excess of cost depletion computed under Section 611 of the Internal Revenue
Code.

This rule is intended to implement lowa Code section 422.35 as amended by 1994 lowa Acts, Sen-
ate File 2215.

701—53.9(422) Gains and losses on property acquired before January 1, 198/here property

was acquired prior to January 1, 1934, the basis as of January 1, 1934, for determining capital or other
gains or losses is the higher of cost, adjusted for depreciation allowed or allowable to January 1, 1934,
or fair market value as of that datgity NationalBank of Clinton v. lowa State Tax Commissii,

lowa 603, 102 N.W.2d 381 (1960).

If as a result of this provision a basis is to be used for purposes of lowa corporation income tax which
is different from the basis used for purposes of federal income tax, appropriate adjustment must be
made and detailed schedules supplied in the computation of lowa taxable income.

This rule is intended to implement lowa Code section 422.35.

701—53.10(422) \tk opportunity tax and alcohol fuel credit. Where provided for in the Internal
Revenue Code, as detailed below, a deduction shall be allowed for the amount of credit to the extent
that the credit increased federal adjusted gross income.

53.10(1) For tax years beginning on or after January 1, 1977, the amount of credit allowable for
federalwork opportunity tax credit as provided for in Section 51 of the Internal Revenue Code shall be
a deduction from lowa taxable income to the extent the credit increased income.
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53.10(2) For tax periods beginning on or after January 1, 1980, the amount of credit allowable for
the federal alcohol fuels credit as provided for in Section 40 of the Internal Revenue Code shall be &
deduction from lowa taxable income to the extent the credit increased income.

This rule is intended to implement lowa Code section 422.35 as amended by 1997 lowa Acts, Sen
ate File 129.

701—53.11(422) Additional deduction for wages paid or accrued for work done in lowa logr-

tain individuals. For tax years beginning on or after January 1, 1984, a taxpayer which is considered to
be a small business corporation, as defined by subrule 53.11(2), is allowed a deduction for 50 percent c
the first 12 months of wages paid or accrued during the tax years for work done in lowa for employees
first hired on or after January 1, 1984.

A handicapped individual domiciled in this state at the time of hiring.

An individual domiciled in this state at the time of hiring who meets any of the following conditions:

1. Has been convicted of a felony in this or any other state or the District of Columbia.

2. Is on parole pursuant to lowa Code chapter 906.

3. Is on probation pursuant to lowa Code chapter 907 for an offense other than a simple misde-
meanor.

4. Isin a work release program pursuant to lowa Code chapter 904.

An individual, whether or not domiciled in this state at the time of the hiring, who is on parole or
probation and to whom the interstate probation and parole compact under lowa Code chapter 913 ar
plies.

For tax years beginning on or after January 1, 1989, a taxpayer which is considered to be a smal
business corporation, as defined by subrule 53.11(2) is allowed a deduction for 65 percent not to ex
ceed$20,000 of the first 12 months of wages paid or accrued during the tax year for work done in lowa
for employees first hired after January 1, 1989, who meet the above criteria.

53.11(1) The additional deduction shall not be allowed for wages paid to an individual who was
hired to replace an individual whose employment was terminated within the 12-month period preced-
ing the date of first employment. However, if the individual being replaced left employment voluntari-
ly without good cause attributable to the employer or if the individual was discharged for misconduct in
connection with the individual's employment as determined by the lowa division of job service of the
department of employment services, the additional deduction shall be allowed.

The determination of whether an individual left employment voluntarily without good cause attrib-
utable to the employer or if the individual was discharged for misconduct is a factual determination
which must be made on a case-by-case basis.

53.11(2) The term “small business corporation” includes the operation of a farm but does not in-
cludethe practice of a profession. The following conditions apply for the purpose of determining what
constitutes a small business corporation.
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a. A small business corporation shall not have had more than 20 full-time equivalent positions
duringeach of the 26 consecutive weeks within the 52-week period immediately preceding the date on
whichthe individual for whom an additional deduction for wages is taken was hired. Full-time equiva-
lent position means any of the following:

1. An employment position requiring an average work week of 40 or more hours;

2. An employment position for which compensation is paid on a salaried full-time basis without
regard to hours worked; or

3. An aggregation of any number of part-time positions which equal one full-time position. For
purposes ofhis subrule each part-time position shall be categorized with regard to the average number
of hours worked each week as a one-quarter, half, three-quarter, or full-time position, as set forth in the
following table:

Average Number of Weekly Hours Category

More than 0 but less than 15 Ya

15 or more but less than 25 o

25 or more but less than 35 %a

35 or more 1 (full-time)

b. A small business corporation shall not have more than $1 million in annual gross revenues or
afterJuly 1, 1984, $3 million in annual gross revenues or as the average of the three preceding tax years.
“Annual gross revenues” means total sales, before deducting returns and allowances but after deduct-
ing corrections and trade discounts, sales taxes and excise taxes based on sales, as determined in accor-
dance with generally accepted accounting principles.

c. A small business corporation shall not be an affiliate or subsidiary of a business which is domi-
nant inits field of operation. “Dominant in its field of operation” means having more than 20 full-time
equivalent employees and more than $1 million of annual gross revenues or after July 1, 1884, $3
lion of annual gross revenues or as the average of the three preceding tax years. “Affiliate or subsidiary
of a business dominant in its field of operations” means a business which is at least 20 percent owned by
a business dominant in its field of operation, or by partners, officers, directors, majority stockholders,
or their equivalent, of a business dominant in that field of operation.

d. “Operation of garm” means the cultivation of land for the production of agricultural crops, the
raising ofpoultry, the production of eggs, the production of milk, the production of fruit or other horti-
culturalcrops, grazing or the production of livestock. Operation of a farm shall not include the produc-
tion oftimber, forest products, nursery products, or sod and operation of a farm shall not include a con-
tract where a processor or distributor of farm products or supplies provides spraying, harvesting or
other farm services.

e. “The practice of a profession” means a vocation requiring specialized knowledge and prepara-
tion including but not limited to the following: medicine andggsy, podiatry, osteopathy, osteopathic
medicineand sugery, psychology, psychiatry, chiropractic, nursing, dentistry, dental hygiene, optom-
etry, speech pathology, audiology, pharmacy, physical therapy, occupational therapy, mortuary sci-
ence, law, architecture, engineering and surveying, and accounting.
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53.11(3) Definitions.

a. The term‘'handicapped personmeans any person who has a physical or mental impairment
which substantially limits one or more major life activities, has a record of such impairment, or is re-
garded as having such an impairment.

The term handicapped does not include any person who is an alcoholic or drug abuser whose currel
use of alcohol or drugs prevents the person from performing the duties of employment or whose em-
ployment, by reason of current use of alcohol or drugs, would constitute a direct threat to the property
or the safety of others.

b. The term“physical or mental impairmentineans any physiological disorder or condition,
cosmetic disfigurement, or anatomical lodeetfng one or more of the following body systems: neu-
rological; musculoskeletal; special sense organs; respiratory, inckptiegh a@yans; cardiovascular;
reproductive; digestive; genitourinary; hemic and lymphatic; skin and endocrine; or any mental or psy-
chological disorder, such as mental retardation, organic brain syndrome, emotional or mental illness
and specific learning disabilities.

c. The term“major life activities” means functions such as caring for one’s self, performing
manual tasks, walking, seeing, hearing, speaking, breathing, learning, and working.

d. The ternt'has a record of such impairmenttheans has a history of, or has been misclassified
as having, a mental or physical impairment that substantially limits one or more major life activities.

e. The term'is regarded as having such an impairmemtieans:

1. Has a physical or mental impairment that does not substantially limit major life activities but
that is perceived as constituting such a limitation;

2. Has a physical or mental impairment that substantially limits major life activities only as a re-
sult of the attitudes of others toward such impairment; or

3. Has none of the impairments defined as physical or mental impairments, but is perceived as
having such an impairment.

f.  The ternt'successfully completing a probationary periomiicludes those instances where the
employee quits without good cause attributable to the employer during the probationary period or was
discharged for misconduct during the probationary period.

g. The ternfprobationary period” means the period of probation for newly hired employees, if the
employer has a written probationary policy. If the employer has no written probationary policy for newly
hired employees, the probationary period shall be considered to be six months from the date of hire.

53.11(4) If a newly hired employee has been certified as either a vocational rehabilitation referral
or an economically disadvantaged ex-convict for purposes of qualification for the targeted jobs tax
credit under Section 51 of the Internal Revenue Code, that employee shall be considered to have m
the qualifications for the additional wage deduction.

A vocational rehabilitation referral is any individual certified by a state employment agency as hav-
ing a physical or mental disability which, for the individual, constitutes or results in a substantial handi-
cap to employment. In addition, the individual must have been referred to the employer after comple-
tion or while receiving rehabilitation services pursuant to either a state or federal approved vocational
rehabilitation program.

For all other newly hired employees, the employer has the burden of proof to show that the em-
ployees meet the qualifications for the additional wage deduction.

53.11(5) The taxpayer shall include a schedule with the filing of its tax return showing the name,
addresssocial security number, date of hiring and wages paid of each employee for which the taxpayer
claims the additional deduction for wages.

53.11(6) If the employee for which an additional deduction for wages was allowed fails to success-
fully complete a probationary period and the taxpayer has already filed an lowa corporation income tax
returntaking the additional deduction for wages, the taxpayer shall file an amended return adding back
the additional deduction for wages. The amended return shall state the name and social security nun
ber of the employee who failed to successfully complete a probationary period.
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53.11(7) For tax years ending after July 1, 1990, a taxpayer who did not qualify for the additional
deduction for wages paid or accrued for work done in lowa by certain individuals set forth above is al-
lowed an additional deduction of 65 percent not to exceed $20,000 of the first 12 months of wages paid or
accrued for work done in lowa for employees first hired on or after July 1, 1990, if the new employee is:

a. Anindividual domiciled in this state at the time of the hiring who meets any of the following
conditions:

(1) Has been convicted of a felony in this or any other state or the District of Columbia.

(2) Is on parole pursuant to lowa Code chapter 906.

(3) Is on probation pursuant to lowa Code chapter 907, for an offense other than a simple misde-
meanor.

(4) Isin a work release program pursuant to lowa Code chapter 904, division IX.

b. Anindividual, whether or not domiciled in this state at the time of the hiring, who is on parole
or probation and to whom the interstate probation and parole compact under lowa Code section 907A.1
applies.

The additional deduction is not allowed for wages paid to an individual who was hired to replace an
individual whose employment was terminated within the 12-month period preceding the date of first
employment. However, if the individual being replaced left employment voluntarily without good
cause attributable to the employer or if the individual was discharged for misconduct in connection
with the individual's employment as determined by the lowa division of job service of the department
of employment services, the additional deduction is allowed.

The determination of whether an individual left employment voluntarily without good cause attrib-
utable to the employer or if the individual was discharged for misconduct is a factual determination
which must be made on a case-by-case basis.

The taxpayer must include a schedule with the filing of its tax return showing the name, address,
social security numbedate of hiring, and wages paid of each employee for whom the taxpayer claims
the additional deduction for wages.

If the employee for whom an additional deduction for wages was allowed fails to successfully com-
plete a probationary period and the taxpayer has already filed an lowa corporation income tax return
taking the additional deduction for wages, the taxpayer must file an amended return adding back the
additionaldeduction for wages. The amended return must state the name and social security number of
the employee who failed to successfully complete a probationary period.

53.11(8) The additional deduction applies to any individual hired on or after July 1, 2001, whether
or not domiciled in lowa at the time of hiring, who is on parole or probation and to whom either the
interstate probation and parole compact under lowa Code section 907A.1 or the compact for adult of-
fenders under lowa Code chapter 907B applies. The amount of additional deduction for hiring this
individual is equal to 65 percent of the wages paid, but the additional deduction is not to exceed
$20,000 for the first 12 months of wages paid for work done in lowa. The conditions set out in the
unnumbered paragraphs under paragfaphof subrule 53.11(7) also apply to the deduction for the
hiring of certain individuals in this subrule.

This rule is intended to implement lowa Code sections 16.1 and 422.35 as amended by 2001 lowa
Acts, House Files 287 and 759.

701—53.12(422) Federal income tax deductiofiFederal income taxes” shall mean those income
taxes paid or payable to the United States Government and shall not include taxes paid or payable or
taxesdeemed to have been paid to a foreign couBmpstruction Productsnc. v. Briggs, State Board

of Tax Reviewzase No. 25, February 1, 1972. “Federal income taxes” includes the federal alternative
minimumtax. For tax years beginning on or after January 1, 1990, and before January 1, 1996, “federal
income taxes” includes the federal environmental tax. Because the federal environmental tax is de-
ducted incomputing federal taxable income and lowa Code subsection 422.35(4) only allows a deduc-
tion for 50 percent of the federal income tax paid or accrued, the federal environmental tax deducted in
computing federal taxable income must be added to federal taxable income.
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53.12(1) Cash basis taxpayer.

a. When a taxpayer is reporting on the cash basis, 50 percent of the amount of federal income
taxes actually paid during the taxable period is allowable as a deduction, whether or not such taxe:
represent the preceding year’s tax or additional taxes for prior years. Fifty percent of a federal tax re-
fund shall be reported as income in the year received.

b. A corporation reporting on the cash basis may deduct 50 percent of the federal income tax on
the accrual basis if an election is made upon filing the first return. If the corporation claims an accrual
deduction orhe first return, it shall be considered as an election. Once the election is made, the corpo-
ration may change the basis of federal income tax deduction only with the permission of the director. If
a change in accounting method is approved or required by the Internal Revenue Service, the director |
deemed to have approved the change in the basis of the federal tax deduction.

c. The federal income tax deduction during the transitional period following a change in account-
ing method from cash to accrual is the accrual deduction in the year of change, plus any cash paymel
of federal income tax paid in the year of the change for the tax year prior to the change in accounting
method reduced by a refund of federal income tax paid for the tax year prior to the year of the change in
accounting method received in the year of the change. For the year of change and years subsequent
the year of the change, the deduction shall be the accrual deduction plus any federal income tax paid fc
a tax year prior to the year of change as a result of an amended federal return or federal audit, reduced |
any refund of federal income tax paid for a tax year prior to the year of the change in accounting meth-
od.

d. The federal income tax deduction during the transitional period following a change in account-
ing method from accrual to cash is the cash deduction in the year of change, plus any cash payment
federal estimated income tax paid in the year prior to the year of the change for the year of the chang:
Any refund of federal income tax from a tax year prior to the year of the change received in the year of
the change or in a subsequent year is properly accrued to the prior tax year. Any payment of federe
incometax due to an amended return or federal audit for a tax year prior to the year of the change madt
in the year of the change or a subsequent year is accrued to that prior tax year. (For information ol
amended returns, see 701—subrule 52.3(4).)

53.12(2) Accrual basis taxpayer.

a. The amount of federal income tax to be allowed as a deduction for an accrual basis taxpayer is
limited to 50 percent of the actual federal income tax liability for that year.

b. Additional federal income taxes and refunds of federal income taxes (except for 58"12(2)
shall be a part of the tax liability accrued for such prior years.

c. Refunds resulting from net operating loss carrybacks, investment credit carrybacks, unused
excess profits tax credits, and similar items shall be included in income for lowa corporation income
tax purposes in the year in which such refunds are legally accrued.

53.12(3) Rescinded, effective February 2, 1977.

53.12(4) Consolidated federal income tax allocation.

a. When acorporation joins with at least one other corporation in the filing of a consolidated fed-
eral income tax return, the allowable deduction shall be 50 percent of the consolidated federal income
tax liability allocable to that corporation. The allocation of the consolidated federal income tax shall be
determined afllows: The net consolidated federal income tax liability is multiplied by a fraction, the
numerator of which is the taxpayer’s federal taxable income as computed on a separate basis, and tt
denominator ofvhich is the total federal taxable incomes of each corporation included in the consoli-
dated return. If the computation of the taxable income of a member results in an excess of deduction
over gross income such membeasgable income shall be zerSibley State Bank v. Bair, State Board
of Tax ReviewDocket No. 182, May 26, 1978aternorth, Inc., and Northern Propane Gas Company
v. lowa State Board of Tax Revi¢owa Department of Revenue and Gerald D. Bair, Director of Reve-
nue,333 N.W.2d 471 (lowa 1983).
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b. If a corporation joins with at least one other corporation in the filing of a consolidated federal
income tax return, the federal income tax deduction allowed the lowa taxpayer shall not exceed 50
percent of the consolidated federal income tax liability.

This rule is intended to implement lowa Code section 422.35.

701—53.13(422) lowa income taxes and lowa tax refunébwa corporation income taxes paid or
accruedduring the tax year as may be applicable under the method of filing are permissible deductions
for federal corporation income tax purposes, but are not permissible deductions for purposes of deter-
mining lowa net taxable income. To the extent taxes were deducted in the determination of federal
taxable income, they shall be added to federal taxable income for lowa corporation income tax pur-
poses.Refunds of lowa income tax to the extent that the refunds were included in the determination of
federal taxable income shall be subtrad¢tedh federal taxable income, only to the extent that a deduc-
tion for lowa income taxes was disallowed on a prior lowa return. lowa income tax refunds resulting
from lowa refundable tax credits are not allowed as a deduction for lowa corporation income tax pur-
poses.

ExampLE: Corporation A reports income on a cash basis and made lowa estimated payments of
$2,000 during the 2003 tax year. The $2,000 of estimated payments was claimed as a deduction for
federalincome tax purposes, but was not allowed as a deduction for lowa tax purposes. The 2003 lowa
return reported a tax liability of $1,600. Corporation A had $2,000 of lowa estimated payments and a
$500 ethanol blended gasoline tax credit, and received a $900 lowa tax refund in 2004. Of the $900
refund reported as income on the federal return, Corporation A will be allowed a $400 ($2,000 -
$1,600) reduction on the lowa return for 2004.

This rule is intended to implement lowa Code section 422.35.

701—53.14(422) Method of accounting, accounting period.he return shall be computed on the

same basis and for the same accounting period as the taxpayer’s return for federal corporation income

tax purposes. Permission to change accounting methods or accounting periods for corporation tax pur-

poses is not required provided the taxpayer furnishes the department with a copy of the federal consent.
This rule is intended to implement lowa Code section 422.35.

701—53.15(422) Consolidated returns.

53.15(1) Definition. The term “common parent” as used in these rules shall have the same general
meaning asvhen used in the federal income tax regulation. However, where the common parent is not
subject to the lowa income tax because of the provisions of 701—subrule 52.1(1) or because of specif-
ic exemption under lowa Code section 422.34, the common parent shall designate as the agent for the
affiliated group, one of its subsidiaries subject to the lowa income tax and shall notify the director of the
same inwriting. Where the common parent has designated one of its subsidiaries to act as agent for the
affiliated group, reference in this rule to “common parent” shall mean the designated agent.

Unless otherwise distinctly expressed, the terms used in this rule shall have the same meaning as
when used in a comparable context in the federal income tax regulations for consolidated returns ex-
cept for determining whether an affiliated group had exercised its privilege of filing a consolidated
return. All references to the “commissioner” or “district director” in the federal regulations shall be
construed to mean the director for purposes of the lowa rules.
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a. An affiliated group of corporations which did not file a consolidated return for the immediately
preceding taxable year may file a consolidated return in lieu of separate returns for the taxable year
Each corporation which is subject to the lowa corporation income tax or is unitary with a member
which issubject to the lowa corporation income tax and has been a member during any part of the tax-
able year for which the consolidated return is to be filed must consent (as provided in paragraph
53.15(1)¥d" ) to the filing of the consolidated return. For tax years beginning on or after July 1, 1992,
only those members of the affiliated group of corporations which are subject to the lowa corporation
incometax may be included in the lowa consolidated return. If the statutory change in the members of
an affiliated group of corporations which may be included in an lowa consolidated income tax causes &
change in the members of the affiliated group actually included in the lowa consolidated income tax
return for the previous tax year, the taxpayer may discontinue filing a consolidated lowa corporation
income tax return for the first tax year beginning on or after July 1, 1992.

b. If a group wishes to exercise its privilege of filing a consolidated return, the consolidated re-
turnmust be filed not later than the date prescribed by lowa Code section 422.21 (including extensions
of time) for the filing of the common parent’s return. The consolidated return may not be withdrawn
after the last day for filing (including extensions of time) but the group may change the basis of its
return at any time prior to the last day.

c. The consolidated return shall be made on Form 1A-1120 for the group by the common parent
corporation. The common parent corporation of the group must attagly af the federal Form 851
(Affiliations Schedule) to the consolidated return.

d. If agroup wishes to exercise its privilege of filing a consolidated return, each subsidiary must
consent to the filing of the consolidated return for the year. The subsidiaries must consent to the filing
of an lowa consolidated return by joining in the filing of an lowa consolidated return on or before the
due date (including any extensions of time). If both separate and consolidated returns are filed on o
before the due date (including any extensions of time), the latest returns filed will be considered as the
taxpayers’ election in regards to the filing of separate or consolidated returns.

e. The common parent, for all purposes other than the making of the consent required by subrule
53.15(1Ya,” shall be the sole agent for each subsidiary in the group, duly authorized to act in its own
name inall matters relating to the tax liability for the consolidated return year. No subsidiary shall have
authority to act for or to represent itself in any matter. The provisions of this paragraph shall apply
whether or not a consolidated return is made for any subsequent year and whether or not one or mor
subsidiaries have become or have ceased to be members of the group at any time. If a subsidiary h:
ceased to be a member of the group and if the subsidiary files written notice of the cessation with the
director, then upon request of the subsidiary, the director will furnish it with a copy of any notice of
deficiency in respect of the tax for a consolidated return year for which it was a maimbdéiing of
the written notification and request by a corporation shall not have the effect of limiting the scope of the
agency of the common parent.

f.  Unless the director agrees to the contrary, an agreement entered into by the common paren
extendingthe time within which a notice of deficiency may be issued, or a levy or a proceeding in court
begun in respect of the tax for a consolidated return year shall be applicable to each corporation whict
was a member of the group during any part of the taxable year and to each corporation, the income c
which was included in the consolidated return for the taxable year, notwithstanditing tiediility of
the corporation is subsequently computed on the basis of a separate return under these rules.
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g. If the common parent corporation contemplates dissolution, or is about to be dissolved, or if
for any other reason its existence is about to terminate, it shall forthwith notify the director of that fact
and designate another member to act as its agent in its place to the same extent and subject to the same
conditions and limitations as are applicable to the common parent. If this notice is not given by the
commonparent, the remaining members may, subject to the approval of the director, designate another
member to act as agent, and notice of the designation shall be given to the director. Until a notice in
writing designating a new agent has been approved by the director, any notice of deficiency or other
communications mailed to the common parent shall be considered as having been properly mailed to
the agent of the group. If the director has reasons to believe that the existence of the common parent has
terminated, the director may, if deemed advisable, deal directly with any member in respect of its liabil-
ity.

53.15(2) When director mayeiquire consolidateceturn. In accordance with the provisions of rule
53.15(422), the director may require a consolidated retutthdse members of an affiliated group of
corporations which would be eligible to elect to consolidate their incomes under lowa Code section
422.37 if the filing of separate returns for such corporations would improperly reflect the taxable in-
comes of said corporations or of said group.

53.15(3) Discontinuance of filing consolidated returns.

a. An affiliated group which filed (or was required to file) a consolidated return for the immedi-
ately preceding taxable year is required to file a consolidated return for the taxable year unless it is
allowed todiscontinue filing consolidated returns, or unless a federal consolidated return is not filed by
the group.

b. In the event that a consolidated filing for lowa tax purposes is discontinued for any reason, the
commonparent shall so notify the department by letter. The mere filing of separate returns does not, in
itself, constitute sufficient notice.

c. The following constitute factors for determining when consolidated filing for lowa tax pur-
poses can be discontinued:

1. |If the filing of separate returns will more clearly disclose the taxable income of each member of
the affiliated group. Corporations should note that such determination is vested in the director. There-
fore, corporations should makeplication to the director within a reasonable time prior to the due date
of the return (including extensions of time). Normally, this would be not later than 90 days prior to said
due date. The application should set forth in detail the taxable income on both a consolidated and sepa-
rate basis together with the reasons why separate returns would more clearly disclose lowa taxable
income. The mere fact that the consolidated tax liability is greater or less than the combined separate
liabilities is not, of itself, a ground for discontinuance of consolidated filing.

2. If one or more of the members of the affiliated group cease to be subject to lowa corporate
income tax or cease to have operations which constitute a part of the unitary business of one or more
members subject to the lowa tax, consolidation may be discontinued in whole or in part.

3. If one or more of the members of the affiliated group change in character so that they are no
longer taxable under the lowa corporate income tax law.

ExampLE: Common parent A is a manufacturer. Subsidiary B is a company engaged in small loans.
A and B file consolidated lowa returns. In a subsequent taxable year, B changes its business by surren-
dering its small loan company license and obtains a state bank cBsgarthough A and B continue
to file federal consolidated returns, B is now a corporation exempt from tax under lowa Code section
422.34. Therefore A and B should discontinue filing lowa consolidated returns.

4. If the affiliated group is purchased by another corporation or affiliated group so that after the
purchasehe stockholders own less than 50 percent of the fair market value of all classes of outstanding
stock of the new corporation or affiliated group then the old group must discontinue filing lowa consol-
idated returns. The new group may exercise its privilege of filing a consolidated return.
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d. Ifagroup is allowed to discontinue filing consolidated returns for any taxable year, then each
member ofhe affiliated group subject to lowa tax must file a separate return for such year on or before
the last day prescribed by law (including extensions of time) for the filing of the consolidated return for
such year.

e. A group shall be considered as remaining in existence, for the purposes of the Code, in accor-
dance with the rules prescribed in Treasury Regulation Section 1.1502-75(d).

f.  If a consolidated return erroneously includes the income of one or more corporations which
werenot members of the group at any time during the consolidated return year, the tax liability of such
corporations will be determined upon the basis of separate returns (or a consolidated return of anothe
group, if paragraph 53.15(t} or 53.15(3)a” applies) and the consolidated return will be consid-
ered as including only the income of the corporations which were members of the group during that
taxable year.

g. Inany case in which amounts have been assessed and paid upon the basis of a consolidate
return,and where the tax liability of one or more of the corporations included in the consolidated return
is to be computed in the manner described in paragraph 53{15(B amounts so paid shall be allo-
cated between the group composed of the corporations properly included in the consolidated returt
and each of the corporations, whose tax liability is to be computed on a separate basis (or on the basis
a consolidated return of another group) in such manner as the corporations which were included in the
consolidated return, and where the tax liability of one or more of the corporations included absence o
an agreement, the tax liability of the group shall be allocated under subrule 53.12(4).

h. The taxable year of members of the group, including rules for changing the parent’s taxable
year,income to be included in the separate returns, and the time for making separate returns for period
not included in a consolidated return for the purposes of the lowa Code, shall be in accordance with th
rules prescribed in Treasury Regulation Section 1.1502-76(a)-(c).

53.15(4) Determination of consolidated lowa income.

a. Unless otherwise provided by these rules or manifestly inconsistent with the provisions of the
lowa Code, the consolidated taxable income for a consolidated return year under the lowa Code sha
be determined in the same manner and under the same procedures, including intercompany adjus
ments and eliminations, as are required by the federal income tax regulations in the case of a feder:
consolidated return.

b. If the lowa affiliated group differs in its members from the federal affiliated group, such non-
qualifying member(s) shall not be considered includable corporations and all computations hereunde
shall bemade as if such member(s) were not members of the affiliated group. The consolidated federa
income tax liability shall be allocated between includable corporations and nonincludable corpora-
tions by subrule 53.12(4).

c. The apportionment provisions of lowa Code section 422.33 shall be taken into account by an
affiliated group doing business within and without lowa. All members of an affiliated group which join
in the filing of an lowa consolidated return shall determine the portion of the consolidated net income
earned within and without lowa by the same method. All intercompany transactions shall be elimi-
nated in the determination of the apportionment factors.

The gross receipts of each corporation which joins in the filing of an lowa consolidated corporation
incometax return shall be included in the computation of the business activity ratio. The gross receipts
of each corporation shall be included in the numerator of the business activity ratio to the extent that it
has nexus in lowa and its gross receipts are not eliminated by intercompany adjustments and are col
sideredowa gross receipts by rules 701—54.2(422) to 54.8(422). The gross receipts of each corpora-
tion shall be included in the denominator of the business activity ratio to the extent its gross receipts are
not eliminated by intercompany adjustments.
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53.15(5) SchedulesSupporting schedules shall be filed with the consolidated return. The state-
ment of gross income and deductions and other schedules required for each corporation shall be pre-
paredand filed in columnar form so that the details of the items of gross income, deductions, and cred-
its for each member may be readily ascertained. A column shall also be provided giving effect to any
eliminations and adjustments. The items included in the column for eliminations and adjustments
should be symbolized to identify contra items affected, and suitable explanations appended, if neces-
sary. Similar schedules shall contain in columnar form a reconciliation of retained earnings for each
corporation, together with a reconciliation of consolidated retained earnings. Consolidated balance
sheets at the beginning and close of the taxable year of the group shall accompany the consolidated
return prepared in a form similar to that required for other schedules. Transactions with a subsidiary
which is not included as part of the lowa consolidated return shall not be considered as intercompany
transactions for elimination purposes in computing the consolidated lowa taxable income for the re-
turn period.

53.15(6) Liability for tax.

a. Except as provided in paragraph 53.18¢6) the common parent corporation and each sub-
sidiary subject to the lowa corporation incomewdmch was a member of the affiliated group during
any part of the consolidated return year shall be severally liable for the tax for the year computed in
accordance with lowa Code chapter 422, on or before the due date (not including extensions of time)
for the filing of the consolidated return for that year.

b. If a subsidiary has ceased to be a member of the group and if the cessation resulted from a bona
fide sale or exchange of its stock for fair value and occurred prior to the date upon which any deficiency
is assessed, the director may make an assessment and collection of the deficiency from the former sub-
sidiary in aramount not exceeding the portion of the deficiency which the director may determine to be
allocable to it. If the director makes assessment and collection of any part of a deficiency from the
former subsidiary, then for purposes of any credit or refund of the amount collected from the former
subsidiary the agency of the common parent under the provisions of paragraph %3.18{4l not
apply.

c. No agreement entered into by one or more members of the affiliated group with any other
member of the group shall in any case have the effect of reducing the liability prescribed under this
subrule.

53.15(7) Computation of contributionComputation of a separate corporation’s contribution to
consolidated income or net operating loss subject to lowa tax for purposes of net operating loss carry-
over and carryback limitations shall be as follows:

c D £ separate corporation contribution to
—_— X X — 4 = . . .
B A consolidated income subject to lowa tax.

A = Separate corporation gross sales within and without lowa after elimination of all intercompany
transactions.

B = Consolidated gross sales within and without lowa after elimination of all intercompany transac-
tions.

C = lowa consolidated net income subject to apportionment.

D = Separate corporation gross sales within lowa after elimination of all intercompany transactions.

E = Separate corporation income allocable to lowa.
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53.15(8) Limitations on net operating loss carryover and carryback.

a. Definitions.

(1) The term “separate return year” means a year in which a corporation filed a separate return anc
also a year for which it joined (or was required to join) in the filing of an lowa consolidated return by
another affiliated group.

(2) The term “separate return limitation year” means any separate return year of a member of the
group or of a predecessor of the member.

b. Limitation on net operating loss carryovex net operating loss from a separate return limita-
tion year of a member of the group may be carried over only to the extent that the member contributec
to the lowa consolidated taxable income as computed under subrule 53.15(7). A net operating los:
carryover from a separate return limitation year cannot create or increase a consolidated net operatin
loss which is carried back.

A consolidated net operating loss may be carried over to a consolidated return year without limita-
tion even though in the carryover year the affiliated group contains members which were not members
of the group in the loss year.

If a member of the affiliated group in the loss year leaves the group through the sale of its stock or
because it is now a corporation exempt from tax under lowa Code section 422.34, its share, as dete
mined bysubrule 53.15(7), of the unabsorbed consolidated net operating loss at the end of the consoli-
dated return year during which the member left the group or became exempxnoray not be car-
ried forward to a subsequent consolidated return.

c. Limitation on net operating loss carryback member’s share of an lowa consolidated net
operating loss as computed under subrule 53.15(7) must be carried back to a separate return year, u
less the affiliated group elected to carry the net operating loss forward. However, if the member was
not in existence in the carryback year but had been a member of the group for every tax year of its exis
tence, its share of the lowa consolidated loss may be carried back to a separate retutmeyeamnef
mon parent.

If a consolidated net operating loss is carried back to a consolidated return year and all members o
the affiliated group are the same in the carryback year as in the loshgeansolidated net operating
loss may be carried back without limitation. If there are members of the affiliated group in the loss year
which were not members in the carryback year, then the formula in subrule 53.15(7) must be used tc
determinethe portion of the consolidated net operating loss attributable to the members in existence in
the carryback year and which may be carried back. Any member of the affiliated group which was a
member othe loss-year affiliated group which has been a member of the group since its formation will
be regarded as having been a member of the group in the carryback year even though it was not then
existence. A merger or liquidation of members within the affiliated group will be disregarded in deter-
mining whether there has been a change in the group between the loss year and the carryback yea

The amount of net operating loss that may be carried back from a separate return year to a consol
dated return year is limited to the extent that the former member contributed to the lowa consolidatec
taxable income as computed under subrule 53.15(7).

Thisrule is intended to implement lowa Code sections 422.35 and 422.37 as amended by 1992 lowze
Acts, Second Extraordinary Session, Senate File 2393.
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701—53.16(422) Federal rulings and regulationdn determining whether “taxable income,” “net
operating loss deduction” any other deductions are computed for federal tax purposes under, or have
the same meaning as provided by, the Internal Revenue Code, the department will use applicable rul-
ings and regulations that have been duly promulgated by the Commissioner of Internal Revenue, un-
less the director has created rules and regulations or has exercised discretionary powers as prescribed
by statute which call for an alternative method for determining “taxable income,” “net operating loss
deduction,” orany other deductions, or unless the department finds that an applicable Internal Revenue
ruling or regulation is unauthorized according to the lowa Code.

This rule is intended to implement lowa Code section 422.35.

701—53.17(422) Depreciation of speculative shell buildings.

53.17(1) For tax years beginning on or after July 1, 1992, speculative shell buildings constructed or
reconstructed after that date may be depreciated as 15-year property under the accelerated cost recov-
ery system of the Internal Revenue Code. If the taxpayer has deducted depreciation on the speculative
shellbuilding on the taxpayer’s federal income tax return, that amount of depreciation must be added to
the federal taxable income in order to deduct depreciation under this rule.

53.17(2) On sale or other disposition of the speculative shell building, the taxpayer must report on
the taxpayer’s lowa corporation income tax return the same gain or loss reported on the taxpayer’s fed-
eral corporation income tax return. If, while owned by the taxpayer, the building is converted from a
speculativeshell building to another use, the taxpayer must deduct the same amount of depreciation on
the taxpayer’s lowa tax return as is deducted on the taxpayer’s federal tax return.

53.17(3) For the purposes of this rule, the term “speculative shell building” means a building as
defined in lowa Code section 427.1, subsection“¢27)

This rule is intended to implement lowa Code section 422.35.

701—53.18(422)Deduction of multipurpose vehicle registration fee.For tax years beginning on or

after January 1, 1992, and before January 1, 2005, corporations may claim a deduction for 60 percent of
the amount of the registration fee paid for a multipurpose vehicle under lowa Code section 321.124,
subsection JFaragraplih.” In order to qualify for this deduction, no part of the multipurpose vehicle
registration fee may have been deducted as an ordinary and necessary business expense.

For tax years beginning on or after January 1, 2005, the deduction for lowa corporation income tax
for multipurpose vehicle registration fees is the same as allowed under Section 164 of the Internal Rev-
enue Code for federal tax purposes.

This rule is intended to implement lowa Code section 422.35.

701—53.19(422) Deduction of foreign dividends-or tax years beginning on or after January 1,
1992,corporations may claim a deduction based on percentage of ownership as set forth in Section 243
of the Internal Revenue Code for foreign dividends including Subpart F income as defined in Section
952 of the Internal Revenue Code. Beaft General Foods, Inc. v. lowa Department of Revenue and
Finance 505 U.S. 71, 120 L.Ed 59, 112 S.Ct. 2365 (1992).

This rule is intended to implement lowa Code section 422.35.
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701—53.20(422) Employer social security credit for tipsEmployers in the food and beverage in-
dustry are allowed a credit under Section 45B of the Internal Revenue Code for a portion of the socia
securitytaxes paid or incurred after 1993 on employee tips. The credit is equal to the employer’s FICA
obligation attributable to tips received which exceed tips treated as wages for purposes of satisfying
minimumwage standards of the Fair Labor Standards Act. The credit is allowed only for tips received
by an employee in the course of employment from customers on the premises of a business for whicl
the tipping of employees serving food or beverages is customary. To the extent that an employer take
the credit for a portion of the social security taxes paid or incurred, the employer’s deduction for the
social security tax is reduced accordingly. For lowa income tax purposes, the full deduction for the
social security tax paid or incurred is allowed for tax years beginning on or after January 1, 1994. No
social security tax credit is allowed on the lowa corporation income tax return.

Thisrule is intended to implement lowa Code section 422.35 as amended by 1995 lowa Acts, chap-
ter 152.

701—53.21(422) Deduction for contributions made to the endowment fund of the lowa educa-
tional savings plan trust. To the extent that the contribution was not deductible for federal income tax
purposes, any gift, grant, or donation to the endowment fund of the lowa educational savings plan trus
may be deducted for lowa income tax purposes. The contribution must be made on or after July 1
1998,but before April 15, 2004. Effective April 15, 2004, the deduction for contributions made to the
endowment fund is repealed.

Thisrule is intended to implement lowa Code section 422.35 as amended by 1998 lowa Acts, House
File 2119.

701—53.22(422) Additional first-year depreciation allowance.

53.22(1) Assetsacquired after September 10, 2001, but before May 6, 2608tax periods ending
after September 10, 2001, but beginning before May 6, 2003, the additional first-year depreciation al-
lowance (“bonus depreciation”) of 30 percent authorized in Section 168(k) of the Internal Revenue
Code, agnacted by Public Law No. 107-147, Section 101, does not apply for lowa corporation income
tax. Taxpayers who claim the bonus depreciation on their federal income tax return must add the tota
amount of depreciation claimed on assets acquired after September 10, 2001, but before May 6, 200
and subtract the amount of depreciation taken on such property using the modified accelerated cos
recoverysystem (MACRS) depreciation method applicable under Section 168 of the Internal Revenue
Code without regard to Section 168(K).

If any such property was sold or disposed of during the tax year, the applicable depreciation catch-
up adjustment must be made to adjust the basis of the property for lowa tax purposes. The gain or los
reported orthe sale or disposition of these assets for federal tax purposes must be adjusted for lowa ta:
purposes to account for the adjusted basis of assets.

The adjustment for both depreciation and the gain or loss on the sale of qualifying assets acquirec
after September 10, 2001, but before May 6, 2003, can be calculated on Form IA 4562A.

The following nonexclusive examples illustrate how this subrule applies:

ExampLE 1: Taxpayer acquired a $100,000 qualifying asset on January 1, 2002, which has a five-
year life for depreciation purposes. Using the bonus depreciation provision in Section 168(k) of the
InternalRevenue Code, taxpayer was entitled to a $44,000 depreciation deduction on the federal returt
for 2002. For lowa purposes, taxpayer must use the MACRS depreciation method which results in a
$20,000 depreciation deduction on the lowa return for 2002. Therefore, a $24,000 ($44,000 -
$20,000) increase to net income relating to this depreciation adjustment must be made on the low:
return for 2002.
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ExampLE 2: Taxpayer acquired a $1,000,000 qualifying asset on January 1, 2002, which has a ten-
year life for depreciation purposes. This asset was sold on December 31, 2005, for $500,000. Using
the bonus depreciation provision, taxpayer claimed $677,440 of depreciation deductions on the federal
returnsfor 2002-2005. This results in a basis for this asset of $322,560 ($1,000,000 - $677,440), and a
gain of $177,440 ($500,000 - $322,560) on the federal return for 2005 on the sale of the asset.

Using the MACRS depreciation method, taxpayer claimed $539,200 of depreciation deductions on
the lowa returns for 2002-2005. This results in a basis for this asset of $460,800 ($1,000,000 -
$539,200), and a gain of $39,200 ($500,000 - $460,800) on the lowa return for 2005 on the sale of the
asset. Therefore, a decrease to net income of $138,240 ($177,440 - $39,200) relating to this gain ad-
justment must be made on the lowa return for 2005.

53.22(2) Assetsaacquired after May 5, 2003, but before January 1, 2084 tax periods beginning
after May 5, 2003, but beginning before January 1, 2005, the bonus depreciation of 50 percent autho-
rized in Section 168(k) of the Internal Revenue Code, as amended by Public Law No. 108-27, Section
201, may be taken for lowa corporation income tathdftaxpayer elects to take the 50 percent bonus
depreciationthe depreciation deduction allowed on the lowa corporation income tax return is the same
as the depreciation deduction allowed on the federal income tax return for assets acquired after May 5,
2003, but before January 1, 2005.

a. If the taxpayer elects to take the 50 percent bonus depreciation and had filed an lowa return
prior toFebruary 24, 2005, which reflected the disallowance of 50 percent bonus depreciation, the tax-
payer may choose between two options to reflect this change. Taxpayer may either file an amended
return for the applicable tax year to reflect the 50 percent bonus depreciation provision, or taxpayer
may reflect the change for 50 percent bonus depreciation on the next lowa return filed subsequent to
February 23, 2005. Taxpayer must choose only one of these two options. Regardless of the option
chosen, taxpayer must complete and attach a revised Form IA 4562A to either the amended return or
the return filed subsequent to February 23, 2005.

See 701—subrule 40.60(2), paragréafi for examples illustrating how this subrule is applied.

b. If the taxpayer elects not to take the 50 percent bonus depreciation, taxpayer must add the total
amount of depreciation claimed on assets acquired after May 5, 2003, but before January 1, 2005, and
subtract the amount of depreciation taken on such property using the modified accelerated cost recov-
ery system (MACRS) depreciation method applicable under Section 168 of the Internal Revenue Code
without regard to Section 168(k). If any such property was sold or disposed of during the tax year, the
applicable depreciation catch-up adjustment must be made to adjust the basis of the property for lowa
tax purposes. The gain or loss reported on the sale or disposition of these assets for federal tax purposes
must be adjusted for lowa tax purposes to account for the adjusted basis of assets. The adjustment for
both depreciation and the gain or loss on the sale of qualifying assets acquired after May 5, 2003, but
before January 1, 2005, can be calculated on Form |IA 4562A.

Thisrule is intended to implement lowa Code section 422.35 as amended by 2005 lowa Acts, House
File 102.

701—53.23(422) Section 179 expensingor tax periods beginning on or after January 1, 2003, but
beginning before January 1, 2006, the increase in the expensing allowance for qualifying property au-
thorized inSection 179(b) of the Internal Revenue Code, as enacted by Public Law No. 108-27, Section
202, may be taken for lowa corporation income tax. If the taxpayer elects to take the increased Section
179 expensing, the Section 179 expensing allowance on the lowa corporation income tax return is the
same as the Section 179 expensing allowance on the federal income tax return for tax years beginning
on or after January 1, 2003, but beginning before January 1, 2006.



IAC 3/16/05, 1/31/07 Revenue[701] Ch 53, p.21

53.23(1) If the taxpayer elects to take the increased Section 179 expensing and had filed an lowa
return prior to February 24, 2005, which reflected the disallowance of increased Section 179 expens
ing, the taxpayer may choose between two options to reflect this change. Taxpayer may either file ar
amended return for the applicable tax year to reflect the increased Section 179 expensing, or taxpaye
may reflect the change for increased Section 179 expensing on the next lowa return filed subsequent t
February 23, 2005. Taxpayer must choose only one of these two options. Regardless of the optiol
chosen, taxpayer must complete and attach a revised Form |A 4562A to either the amended return c
the return filed subsequent to February 23, 2005.

See 701—subrule 40.65(1) for examples illustrating how this subrule is applied.

53.23(2) If the taxpayer elects not to take the increased Section 179 expensing, the expensing al-
lowance is limited to $25,000 for lowa tax purposes. The difference between the federal Section 17¢
expensing allowance on such property, if in excess of $25,000, and the lowa expensing allowance o
$25,000 can be depreciated using the modified accelerated cost recovery system (MACRS) applicabl
under Section 168 of the Internal Revenue Code without regard to the bonus depreciation provision ir
Section 168(k).

If any such property was sold or disposed of during the tax year, the applicable Section 179 anc
related depreciation catch-up adjustment must be made to adjust the basis of the property for lowa ta
purposes. The gain or loss reported on the sale or disposition of these assets for federal tax purpos
must be adjusted for lowa tax purposes to account for the adjusted basis of assets.

The adjustment for both the Section 179 expensing allowance and related depreciation, along with
the gain or loss on the sale of qualifying assets for tax years beginning on or after January 1, 2003, bt
beginning before January 1, 2006, can be calculated on Form IA 4562A.

The following nonexclusive examples illustrate how this subrule applies:

ExampLE 1: Taxpayer acquired a $110,000 qualifying asset on January 1, 2003, which has a five-
yearlife for depreciation purposes. Taxpayer was entitled to a $100,000 Section 179 expensing allow-
ance, a $5,000 bonus depreciation deduction under Section 168(k) of the Internal Revenue Code, an
an additional depreciation deduction under Section 168 of the Internal Revenue Code for a total deduc
tion of $106,000 for federal tax purposes. For lowa purposes, taxpayer filed a return showing a
$25,000 Section 179 expensing allowance and a $17,000 depreciation deduction using MACRS, for
total lowa deduction of $42,000. Therefore, since taxpayer elected not to take the increased Sectio
179 expensing for lowa tax purposes, a $64,000 ($106,000 - $42,000) adjustment to net income relat
ing to this Section 179 and depreciation adjustment would be made on the lowa return for 2003. Simi-
lar adjustments would be made on the 2004 and 2005 lowa returns if taxpayer elected not to take th
increased Section 179 expensing for lowa tax purposes.

ExampLE 2: Assume the same facts as given in Example 1, and the qualifying asset was sold on De:
cember 31, 2005, for $50,000. Taxpayer elected not to take the increased Section 179 expensing for low
tax purposes. Taxpayer would have claimed $108,560 of Section 179 and depreciation deductions on t
federal returns for 2003-2005. This results in a basis for this asset of $1,440 ($110,000 - $108,560), and
gain of $48,560 ($50,000 - $1,440) on the federal return for 2005 on the sale of the asset.

Taxpayer would have claimed $85,520 of Section 179 and depreciation deductions using the Sectior
179 limit of $25,000 and the MACRS depreciation method on the lowa returns for 2003-2005. This re-
sults in a basis for this asset of $24,480 ($110,000 - $85,520), and a gain of $25,520 ($50,000 - $24,48(
on the lowa return for 2005 on the sale of the assets. Therefore, an adjustment to net income of $23,0¢
($48,560 - $25,520) relating to this gain adjustment would be made on the lowa return for 2005.

Thisrule is intended to implement lowa Code section 422.35 as amended by 2005 lowa Acts, House
File 102.
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701—53.24(422)Exclusion of ordinary or capital gain income realized as a result of involuntary
conversion of property due to eminent domain.Fortax years beginning on or after January 1, 2006,

a taxpayer may exclude the amount of ordinary or capital gain income realized as a result of the invol-
untary conversion of property due to eminent domain for lowa corporation income tax. Eminent do-
main refers to the authority of government agencies or instrumentalities of government to requisition
or condemn private property for any public improvement, public purpose or public use. The exclusion
for lowa purposes can only be claimed in the year in which the ordinary or capital gain income was
reported on the federal income tax return.

In order for an involuntary conversion to qualify for this exclusion, the sale must occur due to the
requisition orcondemnation, or its threat or imminence, if it takes place in the presence of, or under the
threat or imminence of, legal coercion relating to a requisition or condemnation. There are numerous
federalrevenue rulings, court cases and other provisions relating to the definitions of the terms “threat”
and “imminence,” and these are equally applicable to the exclusion of ordinary or capital gains realized
for tax years beginning on or after January 1, 2006.

53.24(1) Reporting requirementdn order to claim an exclusion of ordinary or capital gain income
realized as a result of involuntary conversion of property due to eminent domain, the taxpayer must
attach a statement to the lowa corporation income tax return in the year in which the exclusion is
claimed. The statement should state the date and details of the involuntary conversion, including the
amount ofthe gain being excluded and the reasons why the gain meets the qualifications of an involun-
tary conversion relating to eminent domain. In addition, if the gain results from the sale of replacement
property asutlined in subrule 53.24(2), information must be provided in the statement on that portion
of the gain that qualified for the involuntary conversion.

53.24(2) Claimingthe exclusion when gain is not recognized for federal tax purpbsesederal
tax purposes, an ordinary or capital gain is not recognized when the converted property is replaced with
property that is similar to, or related in use to, the converted property. In those cases, the basis of the old
property is simply transferred to the new property, and no gain is recognized. In addition, when proper-
ty is involuntarily converted into money or other unlike property, any gain is not recognized when re-
placement property is purchased within a specified period for federal tax purposes.

For lowa corporation tax purposes, no exclusion will be allowed for ordinary or capital gain income
when there is no gain recognized for federal tax purposes. The exclusion will only be allowed in the
year inwhich ordinary or capital gain income is realized due to the disposition of the replacement prop-
erty for federal tax purposes, and the exclusion is limited to the amount of the ordinary or capital gain
income relating to the involuntary conversion. The basis of the property for lowa corporation income
tax purposes will remain the same as the basis for federal tax purposes and will not be altered because of
the exclusion allowed for lowa corporation income tax.

ExampLE: In 2007, taxpayer sold some farmland as a result of an involuntary conversion relating to
eminent domain and realized a gain of $50,000. However, the taxpayer purchased similar farmland
immediately after the sale, and no gain was recognized for federal tax purposes. Therefore, no exclu-
sion is allowed on the 2007 lowa corporation income tax return. In 2009, taxpayer sold the replace-
ment farmland that was not subject to an involuntary conversion and realized a total gain of $70,000,
which was reported on the 2009 federal income tax return. The taxpayer can claim a deduction of
$50,000 on the 2009 lowa corporation income tax return relating to the gain that resulted from the in-
voluntary conversion.

This rule is intended to implement lowa Code section 422.35.
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